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AFFIRMATION

We, Gary E. Yetman and Frank Mangiafico, affirm that, to the best of our knowledge and belief, the
accompanying financial statements and supplemental schedules pertaining to Merrill Lynch
Professional Clearing Corp. (the “Company”) for the year ended December 27, 2002, are true and
correct, and such financial statements and supplemental schedules will be made available promptly to
all members and allied members of The New York Stock Exchange, Inc. in our organization. We
further affirm that neither the Company nor any officer or director has any proprietary interest in any
account classified solely as that of a customer.
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Subscribed and sworn to before me
on this 24th day of February, 2003

Notary Public
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Deloitte & Touche LLP
Two World Financial Center
New York, New York 10281-1414

Tel:(212) 436-2000
Fax: (212} 436-5000
www.deloitte.com

Deloitte
&Touche

INDEPENDENT AUDITORS’ REPORT

Merrill Lynch Professional Clearing Corp.:

We have audited the balance sheet of Merrill Lynch Professional Clearing Corp. (the “Company”) as of
December 27, 2002, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of
1934 and Regulation 1.16 under the Commodity Exchange Act. This balance sheet is the responsibility

of the Company’s management. Our responsibility is to express an opinion on this balance sheet based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the balance sheet is free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the balance sheet. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as

evaluating the overall balance sheet presentation. We believe that our audit provides a reasonable basis
for our opinion.

In our opinion, such balance sheet presents fairly, in all material respects, the financial position of
Merrill Lynch Professional Clearing Corp. at December 27, 2002 in conformity with accounting
principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic balance sheet taken as a
whole. The following supplemental schedules of Merrill Lynch Professional Clearing Corp. as of
December 27, 2002, are presented for the purpose of additional analysis and are not a required part of
the basic balance sheet, but are supplementary information required by regulations under the
Commodity Exchange Act: (i) Computation of Net Capital for Brokers and Dealers Pursuant to Rule
15¢3-1 under the Securities Exchange Act of 1934, (ii) Schedule of Segregation Requirements and
Funds in Segregation for Customers Trading on U.S. Commodity Exchanges Pursuant to Section 4d(2)
under the Commodity Exchange Act, and (iii) Schedule of Secured Amounts and Funds Held in
Separate Accounts for Foreign Futures and Foreign Options Customers Pursuant to Regulation 30.7
under the Commodity Exchange Act. These schedules are the responsibility of the Company’s
management. Such schedules have been subjected to the auditing procedures applied in our audit of the
basic balance sheet and, in our opinion, are fairly stated in all material respects when considered in
relation to the basic balance sheet taken as a whole.
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MERRILL LYNCH PROFESSIONAL CLEARING CORP.

NOTES TO THE BALANCE SHEET
AS OF DECEMBER 27, 2002
(Dollars in Thousands, Except Share and Per Share Amounts)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Business - Merrill Lynch Professional Clearing Corp. (the “Company”) is registered as a
broker-dealer with the Securities and Exchange Commission (“SEC”) and as a futures commission
merchant with the Commodity Futures Trading Commission (“CFTC”). The Company provides
securities financing, brokerage and clearing services to broker-dealers, introducing broker-dealers and
other professional trading entities on a fully-disclosed basis. The Company is a guaranteed subsidiary of
Merrill Lynch, Pierce, Fenner & Smith Incorporated (“MLPF&S”). MLPF&S is a wholly-owned
subsidiary of Merrill Lynch & Co., Inc. (“ML&Co.”). :

Basis of Presentation - The Balance Sheet is presented in accordance with accounting principles
generally accepted in the United States of America which include industry practices.

Use of Estimates - In presenting the Balance Sheet, management makes estimates regarding the outcome
of litigation, the realization of deferred tax assets, and other matters that affect the reported amounts and
disclosure of contingencies in the Balance Sheet. Estimates, by their nature, are based on judgment and
available information. Therefore, actual results could differ materially from those estimates and could
have a material impact on the Balance Sheet, and it is possible that such changes could occur in the near
term.

Substantially all financial instrument assets and liabilities are carried at fair value or amounts that
approximate fair value. Fair values of financial instruments are disclosed in Note 4.

Cash and Securities Segregated for Regulatory Purposes or Deposited with Clearing Organizations -
Cash and securities segregated for regulatory purposes or deposited with clearing organizations include
cash and securities segregated in compliance with federal and other regulations and represent funds
deposited by customers and funds accruing to customers as a result of trades or contracts. Also included
are funds segregated in a special reserve account for the benefit of customers under Rule 15¢3-3 of the
Securities and Exchange Commission as well as funds segregated and held in separate accounts in
accordance with Section 4d(2) and Regulation 30.7 of the Commodity Exchange Act.

Securities Financing Transactions - The Company enters into resale agreements and securities
borrowed and loaned transactions to accommodate customers, to obtain securities for settlement and to
finance securities transactions. The Company also engages in securities financing for customers through
margin lending (see Customer and Non-customer Proprietary Transactions).

Resale agreements are accounted for as secured financing transactions and are recorded at their
contractual amounts, plus accrued interest. The Company’s policy is to obtain possession of collateral
with a market value equal to or in excess of the principal amount loaned under resale agreements. To

- ensure that the market value of the underlying collateral remains sufficient, collateral is valued daily,
and the Company may require counterparties to deposit additional collateral, when appropriate.
Substantially all resale activities are transacted under master netting agreements that give the Company
the right, in the event of default, to liquidate collateral held and to offset receivables and payables with
the same counterparty. '



Securities borrowed and loaned transactions are recorded at the amount of cash collateral advanced or
received. Securities borrowed transactions require the Company to provide the counterparty with
collateral in the form of cash. The Company receives collateral in the form of cash for securities loaned
transactions. On a daily basis, the Company monitors the market value of securities borrowed or loaned
against the collateral value. Although substantially all securities borrowing and lending activities are
transacted under master netting agreements, such receivables and payables with the same counterparty
are not set off on the Balance Sheet.

Customer and Non-customer Proprietary Transactions - Customer and non-customer proprietary
securities and commodities transactions are recorded on a settlement date basis. Receivables from and
payables to customers and non-customers include amounts due on cash and margin transactions.
Securities owned by customers and non-customers, including those that collateralize margin or other
similar transactions, are not reflected on the Balance Sheet.

Other Receivables and Payables

Brokers and Dealers Receivables and Payables - Receivables from brokers and dealers primarily

include amounts receivable for securities not delivered by the Company to a purchaser by the settlement -
date (“fails to deliver”). Payables to brokers and dealers primarily include amounts payable for
securities not received by the Company from a seller by the settlement date (““fails to receive™).

Interest and Other Receivables and Payables - Interest and other receivables include interest receivable
on U.S. Government obligations, customer and non-customer receivables, securities financing
transactions, commissions receivable, and income taxes. Interest and other payables include interest
payable for securities financing transactions, payables to affiliated companies and amounts payable for
restructuring reserves and income taxes.

Borrowing Activities - Funding is principally obtained through loans from ML&Co. (See note 3).

Equipment and Facilities - Equipment and facilities primarily consist of furniture and fixtures,
technology hardware and software, office equipment, and leasehold improvements. Equipment, and
facilities are reported at historical cost, net of accumulated depreciation and amortization. The cost of
certain facilities shared with affiliates is allocated to the Company by ML&Co. based on the relative
amount of space occupied.

Depreciation and amortization are computed using the straight-line method. Equipment is depreciated
over its estimated useful life, while leasehold improvements are amortized over the lesser of the
improvement’s estimated economic useful life or the term of the lease. Maintenance and repair costs are
expensed as incurred.

Loans receivable (net) - Loans receivable (net) consists primarily of nonpurpose and subordinated loans
extended to clients which are fully secured. These loans are carried at amounts that approximate fair
value.

Other Assets - Other assets consist of deferred taxes which are mainly related to allowances for doubtful
accounts.

Income Taxes - The results of operations of the Company are included in the consolidated U.S. federal
income tax return of MLL&Co. ML&Co. allocates income taxes to its subsidiaries in a manner that
approximates the separate company method.



ML& Co. and its affiliates use the asset and liability method in providing income taxes on all
transactions that have been recognized in the Balance Sheet. The asset and liability method requires that
deferred taxes be adjusted to reflect the tax rates at which future taxable amounts will be settled or
realized. The effects of tax rate changes on future deferred tax liabilities and deferred tax assets, as well
as other changes in income tax laws, are recognized in net earnings in the period such changes are
enacted. :

NEW ACCOUNTING PRONOUNCEMENTS

On November 25, 2002, the Financial Accounting Standards Board (“FASB”), issued FASB
Interpretation No. (“FIN”) 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others - an Interpretation of FASB Statements No. 5,
57, and 107 and Rescission of FASB Interpretation No. 34”. FIN 45 requires certain disclosures be
made by a guarantor about its obligations under certain guarantees issued. It also requires a guarantor to-
recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in
issuing the guarantee. The initial recognition and measurement provisions of FIN 45 apply on a
prospective basis to guarantees issued or modified after December 31, 2002. The disclosures are
_effective for financial statements of interim or annual periods ending after December 15, 2002.

In August 2001, the Financial Accounting Standards Board (“FASB”) released Statement No. 144,
Accounting for the Impairment or Disposal of Long-Lived Assets, which supersedes FASB Statement
No. 121, Accounting for the Impairment of Long-Lived Assets to be Disposed of and the accounting and
reporting provisions of the Accounting Principles Board (“APB”) Opinion No. 30, Reporting the Results
of Operations - Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions, for the disposal of a segment for the
business as previously defined in that opinion. This Statement also amends Accounting Research
Bulletin (“ARB”) No. 51, Consolidated Financial Statements to eliminate the exception to consolidation
for a subsidiary for which control is likely to be temporary. SFAS No. 144 provides guidance on the
financial accounting and reporting for the impairment of disposal of long-lived assets. The Company
adopted the provisions of SFAS No. 144 on the first day of its fiscal year 2002. The adoption of SFAS -
No. 144 did not have a material impact on the Company s Balance Sheet.



RELATED PARTY TRANSACTIONS

The Company has transactions with ML&Co., MLPF&S and other companies affiliated by common
ownership. Assets and liabilities include the following items related to such entities:

Assets:
Receivables under resale agreements $1,112,279
Receivables under securities borrowed transactions 477,061
Receivables from affiliated companies 7,113,336
Receivables from brokers and dealers 4912
Liabilities: :
Payables to affiliated companies $1,775,152
Payables to brokers and dealers 1,035
Interest payable : 2,474
Subordinated borrowings 1,350,000
Other liabilities _ 4,741

Certain of the Company’s transactions are settled on its behalf by affiliated entities. Receivables from
affiliated companies consists of omnibus accounts for securities and commodities transactions with
MLPF&S and other companies affiliated by common ownership on behalf of the Company’s clients.

‘Payables to affiliated companies consists of loans from ML&Co. which are due on demand and bear
interest based on ML &Co.’s average cost of funds.

TRADING AND RELATED ACTIVITIES

Certain client trading activities expose the Company to credit risks which are managed in accordance
with the risk management policies established by ML&Co.

Credit Risk - The Company is exposed to risk of loss if a counterparty fails to perform its obligations
under contractual terms and the collateral held, if any, is deemed insufficient (““default risk™). The
Company has established policies and procedures for mitigating credit risk including reviewing and
establishing limits for credit exposure, limiting transactions with specific counterparties, maintaining
collateral and continually assessing the creditworthiness of counterparties.

In the normal course of business, the Company executes, settles and finances various customer and non-
customer securities and commodity transactions. Execution of these transactions includes the purchase
and sale of securities. These activities may expose the Company to default risk arising from the
possibility that a customer, non-customer or counterparty may fail to satisfy its obligations. In these
situations, the Company may be required to purchase or sell financial instruments at unfavorable market
prices to satisfy obligations to its customers, non-customers or counterparties. The Company seeks to
control the risks associated with its customer and non-customer margin activities by requiring customers
and non-customers to maintain collateral in compliance with regulatory and internal guidelines.

Liabilities to other brokers and dealers related to unsettled transactions (i.e., securities failed-to-receive)
are recorded at the amount for which the securities were acquired and are paid upon receipt of the
securities from other brokers or dealers. In the case of aged securities failed-to-receive, the Company



may be required, under industry regulations, to purchase the underlying securities in the market and seek
reimbursement for any losses from the counterparty.

Concentration of Credit Risk - The Company provides financing and related services to a diverse group
of domestic and foreign clients including professional market participants. The Company’s exposure to
credit risk associated with these transactions is measured on an individual client basis, as well as by
groups of clients that share similar attributes. To reduce the potential for risk concentration, credit limits
are established and continually monitored in light of changing client and market conditions.

Securities Financing Transactions - The Company enters into secured borrowing and lending
transactions and to meet clients’ needs. Under these agreements and transactions, the Company either
receives or provides cash collateral. The Company receives collateral in connection with resale
agreements, securities borrowing transactions, customer margin loans, and other loans. Under many
agreements the Company is permitted to sell or repledge these securities held as collateral, or enter into
securities lending transactions. At December 27, 2002, the fair value of securities received as collateral
where the Company is permitted to sell or repledge the securities was $32,494,710, which includes
$1,564,126 from affiliates. The fair value of these securities that had been sold or repledged was
$19,945,603, which includes $1,581,117 to affiliates.

SUBORDINATED BORROWINGS

At December 27, 2002, the Company’s subordinated borrowings with ML&Co. were as follows:

Total Total
» Amount Amount
Maturity Outstanding Available
Revolving subordinated loan March 20, 2004 $ 950,000 $ 950,000
Subordinated loan January 31, 2005 400,000 400,000
Total $1.350.000 $1,350,000

These borrowings, which have been approved for regulatory capital purposes, bear interest at variable
rates based on certificate of deposit rates. OnFebruary 13, 2003, the Company paid down $200 million
on its revolving credit facility with ML& Co.

STOCKHOLDERS’ EQUITY

The Company is authorized to issue 10,000 shares of $1 par value preferred stock and 50,000 shares of
$1 par value common stock. At December 27, 2002, there were 1,335 preferred and 2,000 common
shares outstanding.

COMMITMENTS AND CONTINGENCIES

Litigation - ML&Co. and/or certain subsidiaries have been named as defendants in various other legal
actions, including arbitrations, class actions, and other litigation arising in connection with its activities
as a diversified financial services institution. The general decline of securities prices that began in 2000

has resulted in increased legal actions against many firms, including ML&Co. and may result in higher
professional fees and litigation expenses.



Some of the legal actions include claims for substantial compensatory and/or punitive damages or claims
for indeterminate amounts of damages. In some cases, the issuers who would otherwise be the primary
defendants in such cases are bankrupt or otherwise in financial distress. ML&Co. is also involved, from
time to time, in investigations and proceedings by governmental and self-regulatory agencies. The

number of these investigations has also increased in recent years with regard to many firms, including
ML&Co. '

Some of these legal actions, investigations and proceedings may result in adverse judgments, penalties,
injunctions or fines. ML&Co. believes it has strong defenses to, and where appropriate, will vigorously
contest, any of these actions. In view of the inherent difficulty of predicting the outcome of such
matters, particularly in cases in which claimants seek substantial or indeterminate damages, ML&Co.
often cannot predict what the eventual loss or range of loss related to such matters will be. The
Company believes, based on information available, that the resolution of these actions will not have a
material adverse effect on the financial condition of the Company as set forth in the Balance Sheet, but
may have an adverse impact on ML&Co.’s credit ratings.

Leases - The Company has entered into various non-cancelable, long-term lease agreements for
premises and equipment that expire through the year 2007. Future minimum rental commitments
(exclusive of potential sublease rentals) with initial or remaining terms exceeding one year as of
December 27, 2002, are presented below:

Year Ending ‘ ' : Total
2003 : $ 880
2004 513
2005 ‘ 299
2006 304
2007 ' 101
Total $2,097

Guarantees - The Company guarantees certain clients in the amount of approximately $7,000. The
guarantees are secured by the assets in the clients’ accounts and have no expiration. No contingent
liability is recorded on the Balance Sheet since these transactions are fully collateralized.

The Company provides guarantees to securities clearinghouses and exchanges. Under the standard
membership agreement, members are required to guarantee the performance of other members. Under
the agreements, if another member becomes unable to satisfy its obligations to the clearinghouse, other
members would be required to meet shortfalls. The Company’s liability under these arrangements is not
quantifiable and could exceed the cash and securities it has posted as collateral. However, the potential
for the Company to be required to make payments under these arrangements is remote. Accordingly, no
contingent liability is carried on the Balance Sheet for these transactions. '

In connection with its prime brokerage business, the Company provides to counterparties guarantees of
the performance of its prime brokerage clients. Under these arrangements, the Company stands ready to
meet the obligations. of its clients with respect to securities transactions. If the client fails to fulfill its
obligation, the Company must fulfill the client’s obligation with the counterparty. The Company is
secured by the assets in the client’s account as well as any proceeds received from the securities
transaction entered into by the Company on behalf of the client. No contingent liability is carried on the
Balance Sheet for as the Company believes that potential for loss under these arrangements is remote.
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11.

EMPLOYEE BENEFIT PLANS

The Company provides retirement benefits to its employees under defined contribution plans and a
group annuity contract sponsored by ML&Co. ML&Co. reserves the right to amend or terminate these
plans at any time. The defined contribution plans consist of the Retirement Accumulation Plan, the
Employee Stock Ownership Plan, and the 401(k) Savings and Investment Plan (“401k’). These plans
cover substantially all U.S. employees who have met service requirements. ML&Co. has purchased a
group annuity contract which guarantees the payment of benefits vested under a U.S. defined benefit
plan that was terminated in accordance with the applicable provisions of the Employee Retirement
Income Security Act of 1974. :

EMPLOYEE INCENTIVE PLANS

The Company participates in several employee compensation plans sponsored by ML& Co. which
provide eligible employees with stock, options to purchase shares, and deferred cash compensation.
These plans include the Long Term Incentive Compensation Plans (“LTIC Plans”), the Equity Capital
Accumulation Plan (“ECAP”’) and the Employee Stock Purchase Plan (“ESPP”). The costs assocxated
with these plans are allocated to the Company by ML& Co.

LTIC Plans and ECAP - LTIC Plans and ECAP provide for grants of equity and equity-related
instruments of ML&Co. to certain key employees of the Company.

ESPP - ESPP allows eligible employees to invest from 1% to 10% of their eligible compensation to
purchase ML& Co.’s common stock at a price generally equal to 85% of its fair market value.

INCOME TAXES

As part of the consolidated U.S. federal tax return of ML&Co., the Company transfers to ML&Co. its
current U.S. federal and state tax liabilities. At December 27, 2002, the Company had a current tax
payable of $10,379, and deferred tax assets of $3,060.

No valuation allowance was required at December 27, 2002.
REGULATORY REQUIREMENTS

As a registered broker-dealer and futures commission merchant, the Company is subject to the higher of
the net capital requirements of Rule 15¢3-1 under the Securities Exchange Act of 1934 (the “Act”) and
net capital requirements of the CFTC. The Company computes its net capital under the alternative .
method permitted by Rule 15¢3-1 which requires that minimum net capital shall not be less than 2% of
aggregate debit items (“ADI”) arising from customer transactions. The CFTC also requires that
minimum net capital should not be less than 4% of total segregation requirements. At December 27,
2002, the Company’s regulatory net capital of $1,346,857 was 287.1% of total segregation requirements
and exceeded the CFTC minimum requirement of $18,766 by $1,328,091. In addition, at 7% of total
segregation requirements, regulatory net capital in excess of the minimum required was $1,314,016.

The company is also subject to the customer protection requirements of Rule 15¢3-3 under the Act.
For the December 27, 2002 customer reserve computation, securities with a contract value of $745,000

obtained under resale agreement with an affiliate have been segregated in a special reserve account for
the exclusive benefit of customers.



The Company also is required to perform a computation of reserve requirements for Proprietary
Accounts of Introducing Brokers (“PAIB”) pursuant to Rule 15¢3-3 of the Act. At December 27, 2002,
the Company’s PAIB reserve computation indicated a PAIB reserve requirement of $55,997. For the
December 27, 2002 PAIB reserve computation, securities with a contract value of $65,000 obtained
under resale agreement with an affiliate have been segregated in a special reserve account for the
exclusive benefit of PAIB.

As a futures commission merchant, the Company is required to perform computations of the
requirements of Section 4d(2) and Regulation 30.7 under the Commodity Exchange Act. As of
December 27, 2002, assets segregated and held in separate accounts totaled $696,320 and exceeded
requirements by $163,649.
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MERRILL LYNCH PROFESSIONAL CLEARING CORP.

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS PURSUANT TO
RULE 15¢3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934
AS OF DECEMBER 27, 2002 (Dollars in Thousands)

" STOCKHOLDERS’ EQUITY $ 617,692
DEDUCT STOCKHOLDERS’ EQUITY NOT ALLOWABLE FOR NET CAPITAL ' (60)
STOCKHOLDERS’ EQUITY QUALIFIED FOR NET CAPITAL 617,632
LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS 1,350,000
TOTAL STOCKHOLDERS’ EQUITY AND LIABILITIES SUBORDINATED :

TO CLAIMS OF GENERAL CREDITORS 1,967,632
NONALLOWABLE ASSETS:

Exchange memberships 3,704

Property, leasehold improvements and equipment - 4,162

Interest and dividends receivable 30,882

Loans and advances 89,965

Other assets

8.895

Total nonallowable assets 137,608

MISCELLANEOUS CAPITAL CHARGES:

Deductions for accounts carried under Rule 15¢3-1(c)(2)(x) 413,737
Aged fails-to-deliver 3,331
Other deductions and charges 66.099
Total miscellaneous capital charges 483.167
NET CAPITAL | 1,346,857
NET CAPITAL REQUIREMENT (4% of CFTC segregation requirement) _ 18766
EXCESS NET CAPITAL (over minimum requirement of 4%) $1,328,091
PERCENTAGE OF NET CAPITAL TO 4% of CFTC segregation requirement 287.1 %

NOTE: There are no material differences between the amounts presented above and the amounts as
reported in the Company’s unaudited FOCUS Report as of December 27, 2002. Therefore, no
reconciliation of the two computations is deemed necessary.

-11-



MERRILL LYNCH PROFESSIONAL CLEARING CORP.

SCHEDULE OF SEGREGATION REQUIREMENTS AND FUNDS IN SEGREGATION
FOR CUSTOMERS TRADING ON U.S. COMMODITY EXCHANGES PURSUANT TO

SECTION 4d(2) UNDER THE COMMODITY EXCHANGE ACT
AS OF DECEMBER 27, 2002 (Dollars in Thousands)

SEGREGATION REQUIREMENTS:
" Cash
Securities - at market value
Net unrealized gain on open futures contracts traded on a contract market
Exchange traded options:
Market value of open option contracts purchased
Market value of open option contracts granted (sold)

TOTAL AMOUNT REQUIRED TO BE SEGREGATED

FUNDS ON DEPOSIT IN SEGREGATION:
Exchange traded options:
Unrealized receivables for long option contracts purchased
Unrealized obligations for short option contracts granted (sold)
Net equities with other futures commission merchants
Firm securities contributed to customer segregation - at market value
Customer securities contributed to customer segregation - at market value

TOTAL AMOUNT IN SEGREGATION

EXCESS FUNDS IN SEGREGATION

-12-

$330,371
53,854
117,345

253,586
(222,485)

532,671

253,459
(222,485)
456,763
154,729

53,854

696,320

$163,649



MERRILL LYNCH PROFESSIONAL CLEARING CORP.

SCHEDULE OF SECURED AMOUNTS AND FUNDS HELD IN SEPARATE ACCOUNTS
FOR FOREIGN FUTURES AND FOREIGN OPTIONS CUSTOMERS PURSUANT

TO REGULATION 30.7 UNDER THE COMMODITY EXCHANGE ACT

AS OF DECEMBER 27, 2002 (Dollars in Thousands)

The Company does not carry any customers’ regulated foreign futures and foreign options accounts; therefore
the Company has nothing to report.

-13 -



Deloitte & Touche LLP
Two World Financial Center
New York, New York 10281-1414

Tel: (212) 436-2000
Fax:{212) 436-5000
www.deloitte.com

Deloitte
& Touche

February 24, 2003

Merrill Lynch Professional Clearing Corp.
20 Broad Street
New York, New York 10005

In planning and performing our audit of the financial statements of Merrill Lynch Professional Clearing Corp.
(the “Company”) for the year ended December 27, 2002 (on which we issued our report dated February 24,
2003), we considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements and
not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934 and Regulation 1.16 under
the Commodity Exchange Act, we have made a study of the practices and procedures (including tests of
compliance with such practices and procedures) followed by the Company that we considered relevant to the
objectives stated in Rule 17a-5(g) and Regulation 1.16: (1) in making the periodic computations of aggregate
debits and net capital under Rule 17a-3(a)(11) and the reserve required by Rule 15¢3-3(e)[including the
practices and procedures followed by the Company in making the periodic computations of proprietary
accounts of introducing brokers (“PAIB”)]; (2) in making the quarterly securities examinations, counts,
verifications and comparisons, and the recordation of differences required by Rule 17a-13; (3) in complying
with the requirements for prompt payment for securities under Section & of Regulation T of the Board of
Govemors of the Federal Reserve System; (4) in obtaining and maintaining physical possession or control of
all fully paid and excess margin securities of customers as required by Rule 15¢3-3; and (5) in making the
daily computations of the segregation requirements of Section 4d(2) and Regulation 30.7 under the
Commodity Exchange Act.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgments by management are required to assess the expected benefits and related costs of internal control
and of the practices and procedures and to assess whether those practices and procedures can be expected to
achieve the Securities and Exchange Commission’s and the Commodity Futures Trading Commission’s (the
“Commissions””) above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable, but not absolute, assurance that assets for which the
Company has responsibility are safeguarded against loss from unauthorized acquisition, use, or disposition,
-and that transactions are executed in accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in conformity with accounting principles generally accepted in

Deloitte
Touche
Tohmatsu
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the United States of America. Rule 17a-5(g) and Regulation 1.16(d)(2) list additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to errors or fraud may occur and not be detected. Also, projections of any evaluation
of the internal control or of such practices and procedures to future periods are subject to the risk that
they may become inadequate because of changes in conditions or that the degree of compliance with
the practices or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively
low level the risk that misstatements caused by error or fraud in amounts that would be material in
relation to the financial statements being audited may occur and not be detected within a timely period
by employees in the normal course of performing their assigned functions. However, we noted no
matters involving the Company’s internal control and its operation, including control activities for
safeguarding securities, that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commissions to be adequate for their purposes in
accordance with the Securities Exchange Act of 1934, the Commodity Exchange Act and related
regulations, and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material inadequacy for such purposes. Based on this understanding and on our
study, we believe that the Company’s practices and procedures were adequate at December 27, 2002 to
meet the Commissions’ objectives.

This report is intended solely for the information and use of the board of directors, management, the
Securities and Exchange Commission, the New York Stock Exchange, Inc., the Commodity Futures
Trading Commission, and other regulatory agencies that rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 or Regulation 1.16 under the Commodity Exchange Act in their regulation of
registered brokers and dealers and futures commissions merchants, and is not intended to be and should
not be used by anyone other than these specified parties.

Yours truly,
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